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"primitive. At thz top of the scale is Kuwait, with the world's highest

* For these comments and projections, no consideration was given to the
disruption or ultimate effects of the Israeli-Arab crisis.
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ECONOMIC TRENDS AND PROSPECTS IN THE NEAR EAST*

I. Characteristics of the Area

A. ;ntroduc@iggn
Economié activity in the Middle East, North Africa, and the Horn .

is heavily depencdent on unevenly distributed oil and water resources.
Because much of the region is arid or semi-arid, populatign has tended to
concentrate near rivers and in coastal regions. The extensive petroleunm
deposits have been discovered primarily in or near desert areas where
the population is sparse. Political boundaries a?e such that some of the
most populated countries -- for example, Egypt -- have comparativeiy little
oil wut heavy populat;on pfessure on arable land and great difficulty in
financing economic development. At the same time, countries with small
populations, like Libya and Saudi Arabia, have more money than théy can use
effcectively.

~1lmost every degree of economi¢ prosperity or poverty can be féund
in The area. At the bottom of the welfare scale is Somal?a, where per
cenlta income is less than $100 annually gnd the population explosion
has yet to occur. The rest of the Horn of Africa Dossesses a more varied

natural endowment than North Africa and the Middle East but remains extremely
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per capita income. Israel trail
most diversified and developed c
countries in the area are strugg
Economic developments

by political factors. Many of T
(Syria, Iraq, Sudan, Somalia) or
ageing man (Libya, Ethiopia, Iral
Long-standing animgsities cohtin
ally. Hence, observable trends
or may undergo sudden, violent u
B. Agrjculiure
Agricultural production
is increasing more slowly than g
agricultural production.) As in
techniques, irrational land use
production, whils population gre
annually increases the pressure
in the area 50 percent or more ¢
With‘few exceptions, rainfed agr
uncertain. Consequently, expans

wide fluctuations in output reqy

ment of water resources -- such
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s Kuwait in income terms but is easily the
ountry in the area. Virtually all of the
ling with serious development problems.

in the area are subject to violent disruption
he governments are of dubiogs viability
depend for stabiiity on a single, sometimes
n, Saudi Arabia, Morocco,'Tunisia, Egypt).
ially‘erupt both internally and internation-

may persist uninterrupted for a few years

pheaval.

in most of the Near East and North Africa
opulation. (See Table 1 for indexes of
all underdeveloped countries, primitive
and limited credit impede the growth of
of ‘
wth at rates/2.5 percent to 3.5 percent
on food supplies. In moét of the countries
f the population is engaged in agriculture.
icu}ture is either impossible or highly
ion of the arable area and control of the
ire an enormous investment in the develop-
as irrigation and flood control.

-2

§

Py

CRET

Approved For Release 2002/08/16 : CIA-RDP70S00385R000100260014-8




e d
i

Approved ].Release 2002008/ (Q,;PCIA-RDP7OSOQROOO100260014-8
SRR

Gl AJ 2

‘

Unique cases, of little relevance to the rest of the area, are
found in Irag and Israel. Iraq is Ffortunate in having a large amount of
arable land in relation to the size of its population. Israel has devoted
large sums of money, mostly foreign in origin, and an energetic labor forde
to making the desert bl?om.

Jordan, Lebanon, and the UAR have managed to incregse or maintain
per capita agricultural output in recent‘years. In each of the three,
techniques are relatively advanced and a substantial share of resources is
devoted to high-value commercial farming, primarily for export. Eg&ptian
cotton and Jordanian and Lebanese fruits and vegetables are exchanged on
world markets for larger quentities of basig foods than the countries
themselves could hope to grow. Such commercial agriculture offers opportunities
for further gains and is an example for other countries in the area. Even in.
Egypt, where output per acre is among the higheét in the lesser developed
world, techniques and land utilization could be improved greatly.

The area pas little chance of becoming self-sufficient in basic
foocdstuffs without some impressive breakthrough in cereal technology, but
balanced foreign trade in agricultural commodities is a realistic goal.

With new cereal varieties, widespread use of commercial fertilizer, and develop-
ment of supplementery water sources, countries like Jordan, Iraq, and the Sudan

could take advanﬁage of their reliable flood rivers to regain their historical

status as granaries. In other countries, notably those of the Maghreb,
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concentration on orchards and ot -saving crops appears more
appropriate. Substantial progress in agriculture will be expensive to achieve,
however, and at best per capita output is likely to rise only slowly in the
area as a whole.
C. Petroleum

Petroléum is ~<he primary source of western interest in the area. The
Persian Gulf area alone supplies 64 percent of all oil imported by the U.X.
and some one half billion dollars annually in convertible currency earned by
British petroleum companies. Together the Near East and North Africa are
the single most important source of oil for Western Burope. Only a small
fraction of the petroleum products consumed in the US originate in the area,
but US oil companies earn about one billion dollars in the Arabian Peninsula
each year. The US interests that dominate productioﬁ in Libya are now
repatriating a quarter of a billion dollars of net income annually.

0il reserves in the Near East, not including Africa, represent more
than 60 percent of the world's estimated total. The area contains 6 times the
crude reserves of the United States. Kuwait (17 percent of the world total),
Saudi Arabia (17 percent), and Iran (11l percent) each have reserves greater
than the United States. Proved reserves are increasing faster in the Near
Zagt than in any cther par? of the world. In 1965 the Near East accounted

Ior nearly 50 percent of all oil -~ crude and refined -- moving in inter-

nuticnal trade.
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North African reserves at the end of 1966 were estimated to total 33
billion barrels, or another T percent of the world total. Libya is the
giant, with production increasing 75 percent between 196L and 1966. Algerié
boasts sizeable resources, and commercial qﬁantities of oil recently have
been fo;nd in Tunisia. Important discoveries.also have been made in the

Red Sea and Western Desert areas of Egypt.

IT. Factors in Economic Growth

In general, significant economic growth has taken place only in those
countries with outstanding good fortune, in the form of either oil or foreign
aid. The exceptions are Lebanon, which has developed a thriving service-
based economy, and Iran, which has based itélgrowth on a combination of
foreign aid, oil revenues, and rising domestic savings.

Aid alore has proved an uncertain source of growth. Tunisia has managed
a rapid grovwith rate by means of massive forelign aid and borrowing, but its

balaence of payments problems are acute, and foreign debt service now absorbs
about one-fourth of export earnings. Israel and Jordan, beneficiarigs of
large scale foreigrn assistance, have escaped payments problems only because
this sssistance has beeh in the form of official grants and private remittances.
£1d to Syria and Algeria may have prevented sharp declines, but their economies
rzve stagonated at low levels. Egypt, the largest Arab recipient of aid, has
azhieved only moderate per capita growth and may face a decline in the next
few years. An already dense population is growing rapidly, and severcbalance

of payﬁents problems are conplicated by a mountain of foreign debs.
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Approved For ReleaseFZnglWB CIA-RDP70S00385R000100260014-8




2/08/16.. CIA-RDP7OSO&R000100260014-8

Approved I.Release 20§
o w

The major oi} countries, on the other hand, have grown economically in.
spite of themselves. With crude oil output increasing in some countries by
as much as 25 percent annually, incomes and foreign exchange holdings have
skyrocketed. In many cases, notably Saudi Arabia and the Persian Gulf
Sheikdoms, the ruling families éo far have been the chief beneficiaries.

That situation appears to be changing gradually, however, particularly in
Saudi Arabia. In Kuwait and Libya, extensive programs of éocial and economic
development are bging financed from pil income.

Petroleum may well become & vastly more important factor in the economic
development of the entire Near East. Major producing countries are beginning
to devote some of their accumulated funds to developmenﬁ throughout the area.
Reserves are found almost yearly in previously "have-not" countries. Reéent
oil discoveries in Egypt appear to offér & solution for what otherwise appears
to be a hopeless foreign débt and payments morass. In Tunisia, one known
deposit will eliminate oil import needs and provide substantial foreign
exchunge earnings.

Private investment, either foreign or domestic, haé pléYed a small role
in gereral economic development. Only the prospects for lucrative returns
from petroleum have proved sufficient to attract capital in face of the
riczz and inconvenience characteristic of business operations in the area.
Such discouraging Tactors as limited markets have been minor impediments
compared with the political risks. Where socialism is an active creed,

netionglization i1s a constant threat. Where conservative regimes are in
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power, natiénalization is a potential hazard. Even under relatively stable
governments, excessive regulation makes pfivate investment almost prohibitively
tiresome. The more affluent oil economies provide exceptional markets for
western goods, buf domestic private investment funds are likely to flow to
safehavens abroad as insurance against sudden political upheaval.
Political and social forces also have limited the size and diminished
the effectiveness of resources available to the government for economic
development. For example, Iraq's refusal to come to terms with the oil
companies over oil concessions has held down oil output and revenues.
Moreover, many governments use a large part of revenues to finance internal
security operations or large military establishmentsi Even those funds
that are used for basically economic purposes are often disbursed according
to political rather than economic criteria. Misallocations of resources
heve been especially serious in countries like Syria, Irag, and Algeria
wiere the regimes nave been insecure, inexperienced)and dogmatic. The
result is tc tie up large resources in projects that contribute little to
ecoromlc progress and in some cases can survive only if subsidized indefinitely.
Leonomic cooperation among the Middle East countries, presently minimal,
could beneflt the area significantly. Many important development opportunities
cannct be realized without international collaboration. The Aswan High Dam

could not have been built without agreement between Egypt and the Sudan.

N

N

wiicnal development of the Fuphrates River depends on a mutually satisfactory

uprecment emong Syria, Iran, and Turkey. Iran could derive substantial benefits
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from coeperation with Turkey, Pakistan, and Afghanistan.

Opportunities also exist for extensive vegional integration. The Maghreb

a2 prime example, was administered to some extent gs a single economic entity
by the French. An economic uniohaéf‘Algeria, Moroceco, and Tunisia plus Libya
would offer obvious benefits. Libya has a surplus of investment funds and a
shortage of labor. Tunisia is relatively poor in physical resources, but
the Tunisian population is significantly better educated and more highly
skilled than the people of the rest of North Africa. Libya and Algeria
have vast resources of natural gas and petroleum, and Horocco and Tunisia
together could eagily rival the United States as a producer of phosphate.
By cooperative use of these resources, North Africa could become a major
factor in the rapidly growing world fertilizer market. The North African
countriés also might erhance their chances for associate membership in the
Puropean Economic Community if they could apply as a unit rather than
compete for preference.

International trade and transactions are vital to the region, largely
becauze of itz logsided resource endowment. Any extended interruption in
ne ilow of petroleum, for example, would spell disaster for the modern
sectors of the economies of the producing countries. Inebility to import
staffs would constitute a severe hardship. in many countries. A cutoff
of ald and imported capital equipment would harm all countries in the region

und devastzte most of the development programs.

-8 -
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III. Patterns of Economic Performance

A. General
The area is characterized by wiée discrepancies in economic

performance among countries. In Libya, Kuwait, Israel, and Lebanon, per
capita income has been growing rapidly for some years and now ranges frém
$360 (Lebanon) to $3,300 (Kuwait). (See Table II.) Receﬁtly, two poor
netions, Tunisia and Iran, have joined the ranks of rapidly progressing
economies. In all other countries per capita incomes are growing either
slowly or not at all.

Little improvement in the growth of per capita iﬁcome or reduction in
the large income differentials among countries can be expected during the
next few yeérs. The older oil economies (notably Kuwait) have gained
affluence rapidly. The rate of increase in per capita income is now
declining, a patuern which Libya and the newly rich Persian Gulf Shiekdoms‘
ray be expected to follow. Similarly, Israel, which has experienced a
phenomenal rate of growth, is now enteriﬁg a period of lesser accomplishment.
Few of the remaining countries are likely to maintain a higher rate of
grovih than these relatively wealthy countries. Except for Tunisia an
Iran, which have good prospects for rapid growth, the relatively poor
countrieg in t?e area are likely to grow more slqwly than the wealthier

countries and, in many ces2s, more slowly than in the past.
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B. Country Sketches

1. Iran

Iran is the emerging giant of the area, with a Gross National
Product of about $5.5 billion, $1 billion larger than Egypt's apd.$3
billion larger then Israei's. Per capita income, now about $220, has
been rising since 1965 at 5 perceat per annum. In contrast to most of
the area, Iraﬁ fas not depended for develépment exclusively on either
petroleum revenues or foreign aid, and growth has been achieved without
serious balance of payments problems or burdensome foreign debt. Petroleum
revenues are an important source of investment funds but provide only
half of total government income. Petroleum accounts for 75 percent of

export earnings‘but only 16 percent of GNP. Similarly, foreign aid, >
while important, has provided only about 10 percent of gross investment.

Iran apparently is making progress in overcoming many of the
agricultural prcblems afflicting its neighbors to the south and west.
ne Sheh's land reform program and the expansion of irrigation facilities
nave increased the land under cultivation and enabled agricultural output
to keep pace with the increase in population.  With the relatively low

vields now prevalent, ample opportunities are available for increasing

por capita agricultural output by accelerating development of water

resourcec and by improving farm techniques.

continued implementaticn of the Shah's reform vrograms, and

CLilesd ctlability, Jran will have a sound basis for fulurce cconomic

¢

‘ & )‘ i ’
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for foreign borrowing,

and good relations with the Consortium that exploits Iran's oil should

continue to ensure that financing will be available. Although the 5 percent

annuel increase in per capita incomes anticipated by the Iranian government

mey be overly ortimistic, continued growth in excess of 3 percent seems a

reelistic forecast.

2. The 0il Econonies

During the past decade, several of the most barren areas of the
Middle Eazst have become booming oil economies. In areas where primitive
agriculture, nomadic herding, and minor trade were the historical sources
of scant income, oil now provides from 50 percent to as much as 80 percent
of GNP and almost.all government revenues. Revenues chronically exceed d
expenditures, ard foreign exchange reserves are mounting. The phenomenal
rate of increase in per capita incomes during the early years of oil
production in esch country may decline, but rising world demand for oil

o

virtuelly insures increasing prosperity for the foreseeable future.
Génerally vulnerable both politically and territorially, the conservative

goverrments of the oil-rich countries have begun to offer financial

agslstance to needy nelghbors, in part as tribute to maintain political

Yuwalt is the most affluent of the oil economies and is

o+

Lnooanodel newly-rich oll countries are most likely to follow. In the

3
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len years, GNP has increased about 12 percent anmually, and, largely

esult of dimmigration from the poorer Arab countries, population
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has grown by 9 percent annmually, resulting in annual increazses in per
capita income of 3 percent. After almost two decades of petroleum
exploitation, this desert kingdom of 470;000 people has the highest per
capita income in the world, a guaranteed income from investments abroad,
& vast social welfare program, and foreign exchange holdings of some
$3.8 billion.

Even before Kuwait became fully independent of the United Kingdom, a -
program of aid %o other Arab countries was initiated. Through 1966, loans

v

totelling about $520 million had been disbursed or promised. The Kuwaiti

Fund for Arab Economic Development had provided $110 million in lcans for

speciflic development projects; the National Assembly had voted an

m

dditional $410 million in loans from general reserves. This latter

financing is motivated almost wholly b olitical rather than developmental
g i I

Libys is undergoing all the growing pains of an adolescent
0il economy. Since 0il exploitation began some seven years ago, per
cariia income has risen elmost 8 percent annuelly. With commercial

tion occurring ir less than half of Libya's 136 existing oil

e/znici

cuncessions, the boom should continue for at least another five years.

tne intiow of money has created inflationary pressurcs thut
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have developed, and agriculture

has begun to deteriorate as peasants miB¥ate to the cities.

To date, Libya has assisted its neighbors only reluctantly, apparently
under the delusion that zll its wealth can be spent effectively at home.
In practice, tbe government consistently underestimates its income and
overestimates its expenditures. Overseas expenditures fail far short of
foreign exchange income, and by early 1967 some $640 million in foreign
exchange reserves hed been accumulated. During the next few years, however,
Libya probably will be pressured to follow Kuwait's example, insuring its
future by sharing some of its wealth with neighboring states.

c. Efaudi frabia

Saudi Arabia is by far the most primitive of the larger oil

25X6

econcnies.

25X6

0il dominates the economy even more completely than in Kuwait, as other

modern sectors remain largely undeveloped. Petroleum provides more than
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Under King Peisal, Szudi Arabila has begun small-scalc coiiributions

Lo Chner Arab ccunirics and is siriving to disperse oil inc

(i Arabla itself. If the government contiaucy (o
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distribute oil income more w1ac1f, Saudl A%auwa could acquire slmest

overnight the mushrooming modern cities, the growing service sectors,
and the labor shortage problems: that typify Kuwait and Libya. Signs of
such & future are beginning to appear, part

icularly in construction of

sing and office buildings.

25X6

Commercial oil production has been underway in Bahrein,

Qatar, and Abu Jhebi for some time. Proa ction began in Muscat and Oman

in 1667 and will begin in Dubal in the near future.

Behrein, site of the first oil discovery in the Arabian Peninsule, is

eesily the most modern of these principalities. It is a major oil relining
center. Its role as a producer of crude oil has been relatively minor,
income

2 5 A

m 518 million in 1964 to an estimated $26 million in 1966.

s income is derived from its treditionel roles

.

resdquarters for Britaints Middle Fast militery establishment. Bashrein's

“ -

mlers nave been relatvively enlightened in the use of their revenues.

schools for half a cenlury and well over half

zurcranect's oxpesdiiure is devoted to education, honlih, wnd develo
o o ne plped water, village vion, and road constiue b

25X6
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Qatar and Abu Dhabl stand % In Qatar, oil has

seen produced commercially since 1949,%&nd revenues from oil are expected

<

25X6

to total about $100C million in 1967 —- as much as $1,500 per head.

25X6 Qatar's development 25X6

N

ram has increased little since 1953. In Abu Dhabi, commercial

of fields remeia unexploited. O0il revenues totalled about $30 million in
1945, grew to $71 million in 1966, and are expected to reach $112 million 25X6
sy 1970.

25X6

25X6

Sheik Zayid has lsunched an extensive development
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ew months,and Abu Dhabl suddenly is becoming a boonm
town. EBven after all existing and ﬁrojeoted development projects are
financed, however, Abu Drabi will have an embarrassment of riches.
Tirzneisl rezerves arc expected wo reach some $280 million by 1970.

Musecatl and Oman will be the next of the\new rich., Commercial discoveries
vere made in 1964, and exploitation began in mid-1967, with completion
ol & pipeline from the inland field to the coest. The Sultanate's total

rovenuos will jump from about $11 million in 1966 to 50 millica in 1968,

Dritish egubsidy of more than &7 million was the m
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source of income. Increased oil revenues ernabled the U.K. to fterminate

these military support payments in March 1967. 25X6
: J Pr ¥

25X6

Dubai alsc stands to benefit from cil in the near future. Commercial

discoveries were confirmed in 1966, and en exploitation company has been

formed.
3. The Horn of Africa

+3

he Horn of Africa is the poorest, least developed region in the

area under considerstion. Sericus investigation of resources has only

orly slowly, because early desth is commen. Many of the inhabitants

remain completely apart {rom the money economy.
T y v S

remaining 30 percent arc engaged

Sinece iandepondence, forcign aid hag voean o
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temporary substizuve for the price advantages given to Somalian goods under
Italian rule, buv the United Stﬁtes aid program is being phased out, and

no new donor of economic aid has appeared. Scanly government revenues

are being spent to promote the Pan-Someli concept by encouraging dissidence
hiopia and Zfenya.

Tihiopia is only slightly less destitute than Somslia, but Ethiopian
IS , Y 3

prospects are better. Only about 10 percent of Ethiopia's vast expanse

«

is cul-ivated but this cultivated area could be gredtly expanded.

5
o]
o
Ix]
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resources, although generally unsurveyed, are believed to be substantial.
) 5t B J )

Teoncmic conditions are unlikely to show much improvement, however, soO

long as the govermment continues to devote its mejor effort to securing

its own existence.

oy

The Sudan is the least impoverished country in the Horn, largely

because commercial cotton cultivation was introduced by the British in

tre 15%h Century. The Sulan has some unexploited agricultural lsnd, but

resources are scanty. Although avout three-fourths of the

popalation remains agrarian, industrial output has quadrupled since 1950.

4

nt, however, is hampered by the high cost of

Sudancse cconomic develo

O

stoing incur

L
Murocee, and Mlgeria shere a common cconomic history
[SESR vroblems.  Fach remaing parblally dependen. L Mrnaoos
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ith a difficult climate. About 25-30 percent of the
lered arable, but recurrent drought devastates rainfed crops,
reduces irrigation capability, and tends to negate efforts to increase

The grestest common asset of these countries is tourist appeal. With
warm weather, lovely beaches, and exotic ports and bvazaars, the three could

become a favorec vacation area. Moroceco and o exploit
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s xenophobic.
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Tunisia, pursuing a program of pragmatic socislism, has susizined a

growth rate for GNP of about & percent anmually, despite a paucity of

resources. Population growth has been brought under control by one of

s =

& growing end educated indigenous middle class. Government investment

financed by massive foreign aid (primarily from the U.S.) and foreign
vorrcwing has been the dominant factor in economic growth. Recently,

government investrent has been curtailed to ease inflalionary pressures

und stem lhe delericvravicn in the balance of payments. However, if

slebllitly iv mainlained and impedimentis to privato investment

s

aie ol T

Laogrobably can maintain g

of grow

18




Approved DRelease 2002/08/16 : CIA-RDP70$0'5R000100260014-8

[
Vmrra 51310 - Al P “ha A4 aorde and At Piie it O oy e
hove awnly compensated for the disorder and desirucilon ol the long war
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for independence and for the loss of private investment as a ceult of

economic disruption

independence regime
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¢concmic policy For the country nor has any group ariser
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Zurcveans who dominated the modern economy prior to independence.

Continued stagnation is the most optimistic prognosis possible for the

more

off econcmicall Tyo cuccessive drought years (1065/66 and 1966/67) have

ricultural cutput and power generating capacity.

skilled perscnnel, and the government has not as yet learned

that does exisi. Significant improvement

5o o - 3 57 PR
in the next five years.
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PR by the domestic econcmy. The
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feoreign debt, and to creste a hig

her standard of living than its own resources

[o}e]

alone could susialn., Thenks to whese funds and a skilleg and h

population, Israel sustained an oxtremely high rate of economic growth --

10 percent a year -- through 1904. In 1965-65 the 15 year boom halted

e unemployment became a problem with 7 percent

of the labor force jobless. Fconomic growth in 1966 dropped to less

U
o
!
¢
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